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ISSUES  ADDRESSED 


Analysis  of  the  Interrelationships  of  OHIP  Premiums  and 
Income  Taxation  and  the  Implications  of  a  shift  to 
Personal  Income  Tax  Financing. 


Methods 


to  make  Premiums  More  Progressive: 

A.  Relating  Premiums  to  Taxable  Income; 

B.  Relating  Premiums  to  Family  Size. 


Replacing  Premiums  with  a  Payroll  Tax  on  Employers. 


Replacing  Current  Employer  Payments  for  Premiums  with  a 
Payroll  Tax  and  Replacing  Individual  Payments  with  a 
Personal  Income  Surtax. 


Replacing  OHIP  subsidies  with  a  Tax  Credit 
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INTRODUCTION 


This  paper  provides  a  more  detailed  review 
of  the  implications  of  abolishing  premiums  and  of 
implementing  an  increase  in  personal  income  taxes  to 
maintain  revenue  sufficiency.  The  paper  focuses  on 
the  tax  shifts,  net  dollar  losses  and  gains  to  people; 
and  the  financial  impact  on  corporations.  The  analysis 
is  not  complete  in  the  sense  that  it  stops  short  of 
examining  the  presumably  very  significant  impact  of 
OHIP  refinancing  on  collective  bargaining.  The  ultimate 
distribution  of  the  funds  released  by  abolition  of 
premiums  and  bargained  for  between  corporations  and 
people  will  affect  their  net  cash  positions  as  well 
as  government  revenues.  Consequently,  this  paper  is 
also  inconclusive  about  the  final  effects  of  such  major 
fiscal  reform. 

However,  it  is  clear  that  abolition  of  OHIP 
premiums  in  favour  of  increased  personal  income  taxes  would 
impact  in  a  major  way  on  individuals,  families  and  cor¬ 
porations  . 
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TAX  IMPLICATIONS  OF  THE  CURRENT  PREMIUM  SYSTEM 

OHIP  premiums  are  levied  on  a  single  unit  and 
family  unit  basis  -  single  individuals  pay  a  single  rate, 
while  married  couples  and  their  dependents  are  covered 
at  a  family  rate.  In  many  circumstances,  employers  pay 
all  or  part  of  their  employees’  premiums.  Employer-paid 
OHIP  premiums  are  allowable  income  tax  deductions  under 
CIT  but  taxable  benefits  under  PIT.  These  taxation 
effects  impact  on  the  final  net  cost  of  premium  shares 
of  employees  and  employers. 

Current  Employer  Impact 

Table  1  reviews  the  net  cost  position  of  the 
employer  for  a  selected  range  of  employer-subsidization 
levels.  The  cost  to  the  employer  of  providing  employer- 
sponsored  OHIP  is  substantially  less  than  the  OHIP  premium 
itself.  This  is  a  direct  result  of  the  corporate  tax 
deductibility  of  employer-paid  premiums.  For  example, 
assuming  a  single  individual  with  full  employer  subsidiz¬ 
ation,  the  net  employer  cost  of  providing  OHIP  coverage  is 
$143.  The  employer  would  pay  the  full  single  rate  of  $228, 
but  would  receive  a  coroporate  income  tax  deduction  of  $85, 
at  a  cost  to  the  federal  government  and  the  Province  of 
$62  and  $23,  respectively. 


Impact  on  Employer  of  Employer-Paid  QHIP  Premiums 
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Treasury  estimates  indicate  an  average  employer  assistance  of  85%  for 
those  receiving  employer  assistance. 
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Table  1  also  indicates  that  employer  cost  is 
negatively  related  to  the  degree  of  subsidization  and 
positively  related  to  employee  family  status.  These 
results  are  to  be  expected  and  need  little  explanation 
here.  For  the  employer,  the  provision  of  family  coverage 
will  always  be  exactly  twice  as  expensive  as  the  provision 
of  single  coverage  because  of  the  simple  fact  that  the 
family  premium  is  double  the  single  premium.  It  also 
follows  that  employer  costs  decrease  with  reductions  in 
the  percentage  subsidy. 


Current  Employee  Impact 

Tables  2.1  and  2.2  present  employee  tax 
implications  of  single  and  family  OHIP  coverage.  With 
graduated  marginal  rates  under  the  personal  income  tax, 
the  tax  payable  on  employer-paid  premiums  increases  with 
the  degree  of  employer  participation  and  gross  employee 
income.  Although  the  net  cash  impact  of  the  tax  and 
premium  share  rises  with  income  -  and  the  more  steeply 
the  greater  the  subsidization  -  the  net  cash  impact  is 
lower  at  each  income  level  for  higher  degrees  of  subsid¬ 
ization.  It  is  not  possible  to  conclude  from  this  data 
that  premiums  are  progressive  or  regressive.  However, 
the  taxation  of  benefits  brings  an  element  of  progres- 
sivity  to  the  premium  structure  for  any  given  level  of 
subsidization  -  except  zero.  To  examine  further  the  link 
between  incomes  and  net  contributions  to  health  costs 
(premiums  +  personal  income  tax)  requires  cross 
tabulation  of  income  and  subsidization  data,  which  data 


is  not  available. 
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The  tax  implications  are  illustrated  in  tables  2.1 
and  2.2.  Looking  at  Table  2.1,  it  can  be  seen  that, 
at  lower  income  levels,  the  premium  is  held  down  by  the 
provincial  subsidy  system.  Once  the  provincial  assistance 
cuts  out,  the  premium  becomes  constant  for  pay  directs, 
but  increases  for  employer-assisted  individuals  as  income 
increases.  At  any  given  income  level,  the  pay  direct 
individual  pays  more  than  the  50%  employer  paid 
individual,  who  pays  more  than  the  fully  employer-paid 
individual.  Table  2.2  shows  a  similar  trend  for  persons 
with  family  coverage. 
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Individual  Income  Cost  to  Employee 

Gross  Total  Individual  Tax  Burden _  (Premium  share 

Income  Premium  Share _  Federal  Provincial  &  PIT  impact) 
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Employees  who  qualify  for  employer  subsidization  in  these  income  classes  are 
assumed  to  reject  employer  subsidization  in  favour  of  the  provincial  subsidy 
because  personal  income  tax  on  the  employer  subsidy  plus  employee  premium 
responsibility  exceeds  the  employee's  cost  under  provincial  assistance. 
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IMPLICATIONS  OF  A  SHIFT  TO  THE  PERSONAL  INCOME  TAX 

The  previous  section  detailed  the  tax  implications 
associated  with  OHIP  premiums.  The  question  of  the  overall 
income  position  of  employees  and  employers  was  not  dealt 
with.  The  Committee  has  expressed  interest  in  the  pos¬ 
sibility  of  moving  to  the  PIT  for  OHIP  financing.  It  has  been 
shown  that  a  PIT  increase  of  13.5  points  is  of  the  appropriate 
magnitude  to  replace  OHIP  premiums.  This  section  builds  upon 
the  information  supplied  in  the  previous  Treasury  brief  to 
provide  more  detail  on  the  impact  of  such  a  change. 

More  detailed  analysis  of  the  impact  is  much  more 
complex,  because  it  is  necessary  to  deal  with  the  variations 
in  income  resulting  from  the  two  systems.  This  raises  the 
difficult  question  of  how  to  treat  employer-paid  premiums 
for  tax  purposes  in  the  analysis,  since  the  many  different 
ways  that  the  foregone  premium  payment  could  be  bargained 
and  distributed  have  different  implications  for  individuals 
and  employers,  and  government  revenue. 

Certain  realities  of  the  personal  income  tax 
should  be  emphasized  at  the  beginning.  Ontario's  personal 
income  tax  is  fully  integrated  with  the  federal  income 
tax.  Ontario  uses  the  federal  base  and  determines  tax 
payable  as  a  share  of  federal  tax  payable.  The  Ontario 
tax  is  fully  administered  by  the  federal  government.  The 
result  of  this  system  is  that  Ontario  has  very  little 
flexibility  when  pursuing  income  tax  changes.  No  change 
to  the  base  can  be  made  -  only  the  rate  can  be  changed. 

Some  flexibility  is  gained  through  the  provision  of  tax 
credits,  which  alter  the  tax  burden  in  favour  of  lower  income 
people.  But  attempts  to  generate  increases  of  this  magnitude 

must  generally  accept  the  progressivity  as  defined  by  the 
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federal  Act,  whether  or  not  it  is  felt  to  be  an  appropriate 
sharing  of  the  increase.  Otherwise,  Ontario  is  faced  with 
the  prospect  of  setting  up  its  own  income  tax  collection  and 
administrative  structure. 

Two  other  important  considerations  should  be  kept 
in  mind.  First,  the  Ontario  income  tax  system  currently  pos¬ 
sesses  a  considerable  notch  ($132)  where  the  Ontario  tax  re¬ 
duction  cuts  out.  Raising  the  tax  rate  exacerbates  this 
notch.  Second,  significantly  higher  tax  burdens  on  higher 
income  persons  can  be  somewhat  self-defeating.  Most  of  the 
higher  income  earners  are  professional  and  managerial  people 
with  high  mobility.  A  significant  increase  in  tax  burden 
may  prompt  these  people  to  move  to  less  demanding  jurisdictions. 
It  appears  other  high  tax  jurisdictions  are  recognizing  their 
difficulty  in  keeping  such  personnel  and  have  taken,  or  are 
considering  means  to  reduce  this  problem. 

Pay  Direct  Employees 

In  the  case  of  the  pay  direct  individual,  the  im¬ 
plications  of  such  a  shift  to  the  PIT  are  rather  straight¬ 
forward.  Table  3  indicates  the  impact  on  a  single  and  married 
individual.  As  this  table  shows,  lowest  income  single  persons 
would  pay  more  by  virtue  of  the  fact  that  they  currently  pay 
no  OHIP  premium.  As  income  increases,  individuals  are  first 
better  off,  then  increasingly  worse  off,  as  the  progressivi ty 
of  the  income  tax  more  than  offsets  the  impact  of  premiums. 

The  table  shows  similar  implications  for  family  coverage, 
although  more  low  income  persons  are  better  off.  It  is 
important  to  emphasize  that  the  family  situation  refers  only 
to  taxable  income  of  the  principal  earner.  So,  to  the  extent 


that  the  spouse  also  earns  taxable  income,  the  tax  increases 


* 


- 


p 

o 

• 

03 

04 

E 

>ip 

LO 

H 

rH 

CO 

CM 

CO 

o 

1 — 1 

1 — 1 

H 

03  O 

</> 

(73 

CM 

i — 1 

I""- 

lo 

LO 

CO 

(X  01 

' — 

i — 1 

1 — 1 

CO 

LO 

r- 

-P 

p 

01 

C  *H 

2; 

0  Q 

1 

+ 

+ 

+ 

1 

1 

1 

1 

1 

l 

-  10  - 


r- 

ro 

CO 

CO 

CO 

CD 

<73 

r- 

CO 

CO 

03 

G3 

LO 

CM 

i — 1 

LD 

co 

CO 

iH 

ID 

CM 

CO 

<73 

CO 

CM 

CM 

CM 

i — 1 

CO 

LD 

<73 

1 - 1 

1 

i — i 

l 

1 

+ 

+ 

+ 

+ 

1 

1 

1 

1 

1 

i — 1 

1 

Eh 

M 


o3 

CX 

LD 

03 

CM 

co 

LO 

00 

CO 

00 

00 

CO 

CO 

03 

CO 

CO 

LO 

CO 

CM 

CO 

CO 

CO 

CO 

CM 

LO 

oo 

O 

o 

co 

03 

1 — 1 

O' 

LO 

CO 

o 

CO 

"vt1 

c- 

03 

1 — 1 

r- 

i — 1 

O 

o\° 

— 

CM 

CO 

co 

03 

LD 

CM 

CO 

co 

CO 

CM 

i — 1 

CM 

LO 

00 

CM 

CM 

CO 

CM 

H1 

1 — 1 

03 

•H 

ID 

</> 

*- 

V 

P 

5-4 

• 

— 

CM 

ro 

CO 

CO 

1 - 1 

V£> 

CM 

CM 

LO 

CO 

CO 

1 - 1 

D 

CM 

01 

03 

1 - 1 

• — 1 

CM 

1 - 1 

i — 1 

CM 

13 

X 

LO 

01 

C 

(X 

O 

<3J 

13 

w 

O 

O 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

01 

XI 

01 

O 

o 

o 

o 

o 

o 

o 

o 

o 

c 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

01 

ex 

E 

LO 

o 

o 

o 

o 

o 

o 

o 

o 

C' 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

•H 

< 

0 

K. 

V. 

u. 

•» 

Ki 

w 

w 

w 

> 

X 

o 

CM 

CO 

LO 

o 

CM 

LO 

o 

LO 

o 

o 

o 

CO 

"M* 

LO 

o 

LD 

CO 

o 

LO 

o 

o 

o 

01 

< 

c 

1 — 1 

1 — 1 

1 — 1 

CM 

CM 

CO 

M1 

LO 

1 — 1 

1 — 1 

1 — 1 

CM 

CM 

CO 

M1 

LO 

(X 

Bn 

IH 

05  -P 
4-1  03 

o  o 

Eh  U 


o 

o 

CO 

CO  CO 

LO 

r" 

CO 

[-- 

» — 1 

1 — 1 

LO 

CO 

CO 

o 

1 — 1 

LO 

LO 

1 — 1 

LO 

03 

03 

CO 

CO 

CO 

co 

LO  <73 

co 

CD 

CM 

CO 

LO 

CO 

o 

r^- 

r* 

CM 

03 

03 

LO 

CO 

CO 

r- 

CO 

1 — 1 

CO 

r- 

o 

1 — 1 

1 — 1 

o 

1 — 1 

CM 

CM 

LO 

o 

CO 

CM 

CO 

1 — 1 

CO 

CO 

co 

w  - 

»- 

1 

2 

CO 

CO 

00 

o 

LO 

o 

1 — 1 

CM 

LO 

CO 

o 

LO 

o 

1 — 1 

1 — 1 

CM 

1 — 1 

r— 1 

CM 

Oa 

H 

rc 

o 


E 

3 


•H 

E 

03 

54 


00- 


IX 


0 

7 

1 — 1 

CO 

00 

CO 

CO 

CO 

CO 

CO 

CO 

00 

LO 

r- 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

rH 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

CM 

O^CN^OVD'JDVO^O^OVO'X) 
i — I  *Cj<  LO  LO  LD  LD  LO  LO  LO  LD 


13 

c 

(13 


44 

44 

o 

I 

0 

01 

5-1 

o 

£ 


c 

03 

(L> 

E 


o 

•H 

5-1 

03 

44 

c 

o 


03 


03 

54 

0 

13 

0) 

IX 


o\o 

31 

<2J 


oo- 


E 

M 

(X 


o  co 
00  o 
>H  oo 


CM  oo 
LO  CM 
LD  OO 


ld  r- 
LD  O 

cm  a 3 


<73  lti 
CO  <73 
<Ti  e'¬ 


en  co 
o  h 
<73  cm 


co  r- 
cm  o 

o  CM 


CMCMrOLfiC-OlClO 
i — I  i — I  CM 


-p 

H 

o 

o 

o 

c 

X 

01 

o 

o 

o 

01 

m 

E 

LO 

o 

o 

54 

p 

< 

X 

0 

u 

</> 

CM 

CO 

•'tf 

D 

< 

c 

u 

E 

M 

ooooooooo 

ooooooooo 

ooooooooo 


LOoeMuooLnooo 
i — I  i — I  i — I  CM  (N  CO  M*  LO 


<D 

cn 

03 

p 

0 

> 

o 

o 


01 

54 

0 

X 

E 

3 


CO 

CM 

CO 

LO 

(73 

(73 

LO 

<73 

CO 

CO 

r- 

a 

o 

LO 

CM 

LO 

CO 

CO 

<73 

o 

1 — 1 

CM 

o 

CM 

r- 

1 — 1 

00 

<73  LO 

03 

CM 

o 

CM 

4-1 

w 

o 

(M 

CO 

LO 

p- 

o 

LO 

o 

05 

1 — 1 

1 — 1 

CM 

ex 

• 

E 

z 

M 

Lp 

44 

4-1 

0 

01 

1 

54 

01 

01 

X 

>  4-1 

•rH 

0 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

P  X 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

03 

z 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

o 

Cn 

V. 

01 

G 

CO 

LO 

o 

LO 

CO 

o 

LO 

o 

o 

o 

c 

03 

1 — 1 

1 — 1 

I — 1 

CM 

CM 

CO 

LO 

01 

-  E 

0 

rH  01 
X!  5-j 
03  (11 
4-1  X! 


01 

E 

cn 

in  p 

03 

•H  C 

54 

X 

0 

X  CD 

> 

3 

0 

G  rH 

u 

H  CX 

ai 

I — I 

£T> 

c 

•H 

U1 


>1 


•rH 

E 

03 

IX 


ai 

p 

o 


Family  coverage  is  for  a  family  of  four  with  only  one  spouse  earning  income. 
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on  the  family  are  greater.  For  example,  assuming  the  principal 
spouse  had  $15,000  taxable  income,  the  family  impact  would  range 
from  neutral  tax  position  to  an  increase  of  $181  as  the  spouses' 
taxable  income  ranged  from  $3,000  to  $10,000. 

Employer-Paid  Coverage 

The  complexity  of  the  situation  increases  enormously 
when  an  employee  with  employer-paid  coverage  is  analyzed.  If 
OHIP  premiums  were  abandoned,  the  employer-paid  portion  could  be 
passed  on  fully,  or  in  part,  to  the  employee  in  the  form  of 
higher  wages;  or  applied  to  another  type  of  fringe  benefit; 
or  retained  in  full  or  in  part  by  the  corporation.  Each  of 
these  scenarios  has  different  implications  for  the  final  income 
position  of  the  individual.  Also,  the  impact  on  corporations 
will  not  be  evenly  distributed. 

To  provide  a  benchmark  for  analysis  of  shifts,  two 
extreme  cases  will  be  examined: 

A.  Premium  monies  are  fully  converted  to 
wages  and  salaries 

B.  None  of  the  premium  monies  are  converted 
to  wages  and  salaries 


A.  Full  Conversion  to  Wages  and  Salaries 

Table  4  illustrates  the  PIT  impact  in  single  and 
family  coverage  situations  assuming  the  taxable  benefit  is 
fully  converted  to  wages  and  salaries.  All  persons  in  this 
table  will  face  increased  income  tax  payments.  However,  it 
is  important  to  point  out  that  the  individual  also  enjoys  an 
increase  in  his  cash  wage  equal  to  the  value  of  the  OHIP 
premium.  Consequently,  his  net  income  position,  as  shown 
in  Table  5,  reflects  this  fact.  For  single  persons,  the 
net  burden  will  be  equal  to  the  PIT  increase  minus  $228; 


CASE  A.  Benefit  converted  to  Wages 
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Note:  Revised  means  "after  conversion  to  wages  and  salaries". 

These  taxf ilers  opt  for  government  assistance  rather  than  employer  contribution 
Consequently,  their  taxable  income  is  not  grossed  up  by  the  employer  benefit* 
is  assumed,  however,  that  they  enjoy  the  wage  conversion  by  the  employer. 

Family  of  Four  assumed  to  have  only  one  spouse  reporting  income. 
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Net  Tax/Wage  Impact  on  Single  &  Family  TABLE  5 

Certificate  Holders,  Assuming  Full 
Subsidy  Converted  to  Cash  Wages 


Single  Coverage 


Revised 

Taxable 

Income 

($) 


PIT 


Increase 

(T) 


Salary 

Increase 


Net  Impact  After 
Benefit  Conversion 


W) 


2,500 

3,000 

4,000 

5,000 

225 

112 

81 

105 

10,000 

240 

12,000 

301 

15,000 

397 

20,000 

579 

25,000 

789 

30,000 

1,005 

40,000 

1,455 

50,000 

1,941 

228 

+ 

3 

228 

+ 

116 

228 

+ 

147 

228 

+ 

123 

228 

12 

228 

73 

228 

-  169 

228 

-  351 

228 

-  561 

228 

-  777 

228 

-1,227 

228 

-1,713 

Family  Coverage 


3,000 

109 

456 

+ 

347 

4,000 

81 

456 

+ 

375 

5,000 

105 

456 

+ 

351 

10,000 

240 

456 

+ 

216 

15,000 

397 

456 

+ 

59 

18,000 

503 

456 

47 

20,000 

579 

456 

-  123 

25,000 

789 

456 

-  333 

30,000 

1,005 

456 

-  549 

40,000 

1,455 

456 

-  999 

50,000 

1,941 

456 

-1,485 

Note:  In  this  table,  plus  numbers  mean  "better-off"  and 

negative  numbers  mean  "worse-off". 

Family  Coverage  is  for  a  family  of  four  with  only 
one  spouse  earning  income. 
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and  for  a  married  person,  minus  $456.  This  yields  breakeven 
points  of  just  below  $10,000  taxable  income  for  single  persons, 
and  just  over  $16,000  taxable  income  for  the  married  persons. 
Again,  it  is  important  to  remember  that  the  family  situation 
shown  refers  to  one  earner  only.  Since  OHIP  premiums  are 
levied  on  a  family  unit  basis,  family  income  is  the  appropriate 
comparison.  This  generates  yet  another  series  of  impacts 
depending  on  the  income  of  the  second  spouse.  Assuming  the 
second  spouse  earns  one-half  the  income  of  the  primary  spouse, 
and  that  the  second  spouse  does  not  receive  a  converted  benefit, 
the  PIT  shifts  detailed  in  Table  6  occur.  These  must  then  be 
adjusted  for  the  increase  in  wages  received  by  the  principal 
spouse,  as  shown  in  Table  6. 


Family  of  Four,  Two  Income  Earners  with 
One  Spouse  with  Half  of  the  Taxable  Income 

of  the  Other  TABLE  6 


Taxable^ 

Income 

Total  Federal 
&  Ontario  PIT 
@  44%  on  Family 

Total  Federal 
&  Ontario  PIT 
@  57.5%  on  Family 

Family 

Tax 

Increase 

Net  Impact 
After  Benefit 
Conversion 

(?) 

(?) 

(?) 

(?) 

(?) 

5,000 

908 

1,058 

150 

+306 

8,000 

2,122 

. 2,385 

263 

+193 

10,000 

2,993 

3,338 

345 

+111 

12,000 

3,908 

4,341 

433 

+  23 

15,000 

5,351 

5,917 

566 

-110 

20,000 

7,960 

8,779 

819 

-363 

30,000 

14,152 

15,554 

1,402 

-946 

1 Taxable  income  of  the  primary  spouse. 


Mote:  In  this  table,  plus  numbers  mean  "better-off"  and 

negative  numbers  mean  "worse-of f " . 


Under  this  assumption  of  full  conversion  to  wages 
and  salaries  and  a  PIT  increase  of  13.5  points,  employers  are 
left  neutral  and  all  the  shifts  occur  on  the  personal  side. 
The  tax  revenue  fully  replaces  that  foregone  by  abandoning 


premiums . 
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B.  No  Conversion  to  Wages  and  Salaries 

A  second  scenario  is  that  the  taxable  benefit  is 
not  converted  to  wages  and  salaries.  There  are  actually  two 
possibilities  within  this  scenario.  (1)  The  benefit  could  be 
converted  to  another  type  of  employee  benefit  -  such  as  a  dental 
plan  or  a  drug  plan  -  which  would  not  be  taxable  for  personal  income 
tax  purposes.  The  employer  would  still  enjoy  a  tax  deduction 
for  his  contributions,  but  the  employee  would  have  a  lower 
taxable  income.  (2)  It  could  also  be  retained  by  the  employer 
and  not  passed  on  in  any  form  to  the  employee. 


Tax  Status  of 

Major  Employee  Benefit  Programs 


OHIP 

Dental  Plan 
Drug  Plan 

Registered  Pension  Funds 
Supplementary  Unemployment 
Group  Term  Life  Insurance 
(on  policies  not  exceeding 
$25,000) 


Corporate 

Individual  Employer 

taxable  deductible 

non-taxable  " 

II  II 

II  II 

II  II 

II  II 


Table  7  illustrates  the  tax  impact  on  a  person 
whose  taxable  benefit  is  not  converted  to  cash.  As  would  be 
expected,  the  increase  in  personal  income  tax  is  lower  than 
in  Table  4.  In  terms  of  the  net  income  position  of  the  in¬ 
dividual,  if  the  OH IP  benefit  is  fully  converted  by  the  employer 
in  the  form  of  a  non-cash  non-taxable  benefit  the  net  position 
will  be  that  off  Table  8,  lfr  however,  the  employer  retains  the 
benefit^  the  employee  *s.  net  position  is  the  PIT  increase  in  Table  7. 


For  a  family'  with  two  spouses  working,  the  decline  in  wages  and 
salaries  could  yield  a  PIT  impact  illustrated  in  Table  3.  For 


* 


Current  Federal  &  Revised  Federal  & 

Taxable  Ontario  PIT  Taxable  Ontario  PIT 

Income  @  44%  Income  @  57.5%  PIT  Increase 
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Married  Individual  assumes  a  family  of  four  with  only  one 
spouse  earning  income. 


Family  of  Four,  Two  Income  Earners 
where  OHIP  Benefit  not  converted  t 
a  Taxable  Benefit 
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those  who  receive  the  benefit  in  other  forms,  the  tax  increase 
rnust  oe  offset  by  the  'mlue  of  the  new  benefit. 

An  important  feature  of  Scenario  B  is  that  Ontario 
will  not  get  sufficient  revenue  from  the  13.5  point  increase 
in  personal  income  tax  to  make  up  for  the  premium  revenue  fore¬ 
gone  . 


When  the  benefit  is  converted  to  a  non-taxable 
benefit,  individuals  are  better  off  compared  to  full  wage 
conversion  because  of  reduced  taxable  income,  corporations 
are  neutral,  but  the  Province  is  left  short  of  revenue. 

If  the  benefit  is  retained  by  an  employer,  the 
employer  is  better  off  -  his  net  OHIP  cost  is  saved,  individuals 
are  worse  off  due  to  increased  taxes  and  lost  benefits,  and 
the  Province  again  is  short  of  revenue. 

The  provincial  revenue  shortfall  results  from  the 
decrease  in  taxable  income  associated  with  abandoning  premiums. 
This  revenue  shortfall  on  the  PIT  side  could  reach  over  $80 
million,  assuming  all  the  taxable  OKIP  benefit  is  no  longer 
taxable.  If  the  employer  does  not  provide  another  form  of 
non-taxable  benefit,  part  of  this  loss  will  be  offset  by  increased 
corporation  income  tax  revenues.  The  net  loss  would  have  to  be 
made  up  through  a  further  increase  in  PIT,  or  through  other 
tax  sources.  In  the  case  where  the  employer  retains  the 
saving,  scope  for  increased  corporation  taxes  is  introduced. 

But  since  subsidy  levels  vary  among  firms  and  industries,  as 
indeed  do  capital  and  labour  ratios,  there  would  be  sizable 
distribution  implications  not  discussed  here. 
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The  federal  government  is  a  two-fold  loser  when 
the  benefit  is  converted  to  a  non-taxable  form.  First,  the 


PIT  revenue  raised 

via 

the 

taxation 

of  the 

employer-paid 

OHIP 

benefit,  $138  million, 

is 

foregone . 

This 

amount  exceeds 

Ontario 

losses  because  the 

federal 

personal 

income 

tax  rates  are 

greater 

than  Ontario's.  Second,  the  federal  government  administers  an 
Equalization  Program  which  attempts  to  make  up  for  tax  base 
deficiencies  in  the  so-called  poorer  provinces.  A  switch  from 
premiums  to  the  PIT  in  Ontario  worsens  the  "fiscal  capacity 
deficiency"  of  the  recipient  provinces,  with  the  result  that 
the  federal  government  has  to  pay  out  an  additional  $40  million 
in  annual  equalization  payments. 


Summary  of  Implications  of 
Different  Treatment  of  Employer  Paid  OKIP  Premiums 


Individuals 

Employers 

Federal 
Gov '  t 

Ontar io 
Gov't 

Full  Conversion 
to  Cash  Wage 

neutral  in 
total,  with 
shifts  from 
low  income 
to  high 
income 

neutral  in 
total  and 
between 
employers 

neutral 

neutral 

Full  Conversion 
to  non-taxable 
benefit 

$220m  reduc¬ 
tion  in  total 
burden,  with 
shifts 
between  low 
income  and 
high  income 

neutral  in 
total  and 
between 
employers 

$138m 

revenue 

loss 

$82m 

revenue 

loss 

No  Conversion 

$455m 

increase  in 
total  burden, 
with  shifts 
between  low 
income  and 
high  income 

$425m 

saving 

$44m 

revenue 

gain 

$14m 

revenue 

loss 
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To  further  complicate  the  issue,  the  analysis  has 
assumed  that  only  current  OHIP  benefits  are  converted.  Employees 
who  presently  do  not  accept  employer  OHIP  coverage  because  their 
spouses  are  already  covered  may  or  may  not  be  eligible  for  a 
converted  benefit.  In  the  former,  corporate  costs  increase 
and  the  impact  on  people  and  government  is  ambiguous,  depending 
upon  the  form  and  dollar  value  of  the  new  conversions.  In  the 
latter,  the  preceding  analysis  holds. 

In  reality,  of  course,  any  combination  of  the  above 
situations  could  occur.  Determination  of  the  impact  of  any 
change  would  be  very  difficult.  Experts  in  the  fields  of  labour 
economics  and  collective  bargaining  may  be  able  to  assist  in 
this  determination. 

Persons  Not  Paying  Premiums 

Under  the  extensive  subsidy  system  provided  by  the 
Government,  a  number  of  Ontarians  are  not  subject  to  OHIP 
premiums.  For  1978-79,  it  is  estimated  that  1.8  million  people 
face  zero  premiums.  Because  of  the  size  of  this  group,  it  is 
worth  examining  the  impact  of  a  PIT  increase  on  them. 

This  fully  subsidized  group  is  comprised  as  follows: 


Certificates 

Persons 

Age65+  DVA 

620,000 

840,000 

Welfare 

175,000 

350,000 

Temporary 

40,000 

75,000 

Low  Income 

300,000 

550,000 

Whether  these  persons  face  an  increase  depends  upon 
to  what  extent  they  are  likely  to  have  taxable  income,  or  more 
accurately,  to  what  extent  taxable  income  exceeds  $2,310. 


, 


. 
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For  1978-79,  no  federal  or  Ontario  personal  income 
tax  is  payable  if  a  taxfiler's  taxable  income  is  less  than 
$2,310.  Given  this  fact,  it  can  be  safely  assumed  that  welfare 
recipients,  who  are  currently  exempt  from  OHIP  premiums,  would 
not  be  affected  by  an  increase  in  Ontario's  PIT  rate.  Similarly, 
those  individuals  and  families  currently  receiving  temporary 
assistance  by  reason  of  unemployment,  illness  disability  or 
other  situations  would  likely  be  cushioned  by  virtue  of  low 
taxable  incomes.  However,  income  tax  data  show  a  substantial 
number  of  pensioners  pay  income  tax  and  would  be  subject  to  any 
increase  in  Ontario's  rate. 


Distribution  of  Taxfilers  by  Income 

The  previous  section  illustrated  a  number  of  possible 
consequences  upon  abandoning  OHIP  premiums  for  increased  personal 
income  taxation.  Each  possible  consequence  then  has  a  range  of 
impacts  depending  upon  the  taxable  income  of  the  individual. 

This  section  will  present  distributions  of  taxfilers  by  selected 
designation  and  taxable  incomes  to  give  a  rough  guide  as  to  how 
many  would  pay  more  and  how  many  would  pay  less. 

Tables  10-12  illustrate  the  taxable  income  breakdown 
of  taxfilers.  The  first  column  attempts  to  indicate  persons 
who  have  employer  assistance.  The  second  column  shows  individual 
taxfilers,  excluding  welfare  recipients.  The  latter  column 
includes  students  under  21,  unemployed  persons  and  pensioners, 
who  need  not  pay  OHIP  premiums  under  the  current  system. 

Table  10  indicates  that  the  majority  of  single  taxfilers, 
excluding  the  very  lowest  taxable  income  bracket,  are  found  in 
the  $5 , 000-$10 , 000  and  $10 , 000-$15 , 000  ranges.  Given  that  the 
breakeven  position  for  single  taxfilers  is  just  below  $10,000 


♦ 
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in  taxable  income  under  the  most  generous  assumptions  -  full 
conversion  of  the  taxable  benefit  -  a  considerable  number  of 
individuals  are  captured  in  the  determination  of  "winners"  and 
"losers".  It  is  a  certainty  that,  given  the  estimates  generated 
by  the  tax  data,  at  least  250,000  single  non-pensioner  taxfilers 
lose  -  that  is  the  tax  increase  at  57.5%  will  exceed  premiums 
and  PIT  or  the  new  higher  PIT  minus  the  converted  benefit.  Further, 
students  who  now  receive  full  premium  assistance  but  who  pay 
personal  income  tax  would  be  subject  to  the  increased  PIT.  Most 
of  these  students  would  fall  in  the  lower  taxable  income  brackets 
just  exceeding  $2,310.  Further,  there  are  74,000  single  pensioners 
now  receiving  free  OHIP  who,  by  virtue  of  the  fact  that  they  pay 
PIT,  would  face  the  increased  tax. 


Distribution  of  Single  Taxfilers 

by  Taxable  Income _ _  TABLE  10 


Singles  with 


Taxable  Income 

Employer  Assistance 

Total  Singles 

($) 

(000) 

(000) 

0-  2,310 

17 

848 

2,310-  2,500 

1 

18 

2,500-  3,000 

3 

49 

3,000-  3,500 

4 

45 

3,500-  4,000 

7 

46 

4,000-  4,500 

9 

45 

4,500-  5,000 

10 

38 

5,000-10,000 

167 

363 

10,000-15,000 

120 

176 

15,000-20,000 

33 

53 

20,000+ 

17 

36 

Source:  Ontario  Treasury  estimates. 


Note:  Assistance  refers  to  persons  who  report  taxable 

benefits  at  least  equal  to  50%  of  OHIP  premiums. 


Table  11  represents  similar  information  for  families 
where  both  spouses  report  income.  Unfortunately,  it  is  not 
possible  to  segregate  this  information  by  family  because  of 


H  lafttl 
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the  nature  of  tax  data.  The  data  shows  that  there  are  over 
1.9  million  non-pensioner  taxfilers  involved  in  families 
where  both  spouses  report  income.  In  other  words,  there  are 
some  950,000  taxfilers  covered  under  a  spouses  OHIP  number,  one 
way  or  another.  Where  these  people  are  subject  to  tax,  the  PIT 
increase  means  a  direct  and  new  tax  on  these  people  -  with  none 
of  them  having  a  choice  as  to  being  "winners"  or  "losers"  - 
they  are  automatically  losers. 

It  is  difficult  to  assess  the  net  position  of  families 
because  of  the  impossibility  of  matching  spouses,  and  because 
the  net  position  is  dependent  upon  the  relative  sizes  of  the 
two  incomes.  Generally,  it  is  safe  to  say  that,  where  only 
one  spouse  receives  a  converted  benefit,  a  combined  taxable 
income  of  $20,000  will  leave  the  families  worse-off.  Based 
on  Table  11,  it  is  estimated  that  some  300,000  non-pensioner 
taxfilers  would  be  worse-off  in  terms  of  increased  PIT  offset¬ 
ting  full  family  OHIP  conversion  to  another  form.  Further, 
it  is  quite  possible  that  a  large  number  of  families  where 
both  spouses  have  between  $10,000  and  $15,000  taxable  income 
would  be  worse-off  after  family  tax  increases  are  considered. 

In  addition,  an  estimated  60,000  taxfiling  pensioners  face 
increased  PIT.  That  means,  at  the  extremes,  between  30,000 
and  60,000  pensioner  couples  would  be  worse-off  in  terms  of 


increased  PIT. 


. 
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Distribution  of 

Taxfilers  Where 

Both  Spouses  Report  Income 

TABLE  11 

Taxfilers  Where 

Taxable 

_  1 

Number  with 

Both  Spouses 

Income 

Employer  Assistance  Report  Income 

($) 

(000) 

(000) 

0- 

2,310 

4 

626 

2,310- 

3,000 

3 

73 

3,000- 

5,000 

18 

225 

5,000- 

10,000 

147 

540 

10,000- 

15,000 

217 

388 

15,000- 

20,000 

108 

173 

20,000- 

25,000 

40 

67 

25,000- 

30,000 

17 

26 

30,000+ 

18 

42 

Source : 

Ontar io 

Treasury  Estimates. 

Note : 

Assistance  refers  to  persons 

who  report  taxable 

benefits  at  least  equal  to  50 

%  of  OHIP  benefits. 

1 

Denotes 

taxable  income  of  the 

individual  taxfiler, 

not  of 

the  family  unit.  The 

other  spouse  would 

appear 

in  this  table  as  well. 

Table  12  looks  at  families  where  only  one  spouse 
reports  income,  so  it  is  implicitly  a  family  income  dis¬ 
tribution  table.  In  this  case,  it  is  somewhat  easier  to 
assess  who  pays  more  -  a  minimum  250,000  non-pensioner 
families  will  pay  more  based  on  the  generous  assumption  of 
full  conversion  by  employer. 


Distribution  of  One-Earner  Familes 


TABLE  12 


Taxable  Income' 

(J) 


One-Earne 

Employer 


r  Families 
Assistance 


(000) 


with 


Total  One-Earner 
Families 


(000) 


0-  2,310 
2,310-  3,000 
3,000-  5,000 
5,000-10,000 
10,000-15,000 
15,000-20,000 
20,000-25,000 
25,000-30,000 
30,000+ 


Source:  Ontario  Treasury  Es 


10 

276 

4 

28 

22 

89 

141 

281 

177 

257 

96 

140 

50 

70 

20 

29 

26 

46 

timates . 


Note 


Assistnce  refers  to  persons  who  report  taxable 
benefit  at  least  equal  to  50%  of  OHIP  benefits. 
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Tax  data 
shown  in  Table  12, 
one  spouse  files  a 


also  indicate  that,  within  the  total 
about  44,000  pensioner  couples  where 
tax  return  would  face  an  increase  in 


column 

only 

PIT. 
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Methods 


to 

A. 

B. 


make  Premiums  More 
Relating  Premiums 
Relating  Premiums 


Progressive : 
to  Taxable  Income 
to  Family  Size. 


Methods  to  Make  Premiums  More  Progressive 


A.  Restructuring  Premiums  to  be 
Related  to  Taxable  Income 

The  Committee  requested  that  Treasury  examine  the 
implications  of  both  a  proportional  and  a  progressive  premium 
structure  ("with  respect  to  taxable  income  as  in  the  current 
personal  income  tax  structure").  It  is  contemplated  that  this 
structure  is  an  attempt  to  marry  the  visibility  implications 
of  premiums  with  the  progressivi ty  of  the  income  tax. 

It  is  important  to  clarify  exactly  what  is  involved 
in  pursuing  this  scheme.  A  premium  is  not  a  premium  simply 
because  it  is  labelled  so.  There  are  certain  characteristics 
inherent  in  the  current  premium  -  it  is  levied  on  individuals 
in  order  for  them  to  receive  health  care  coverage  when  needed. 
Any  visibility  implications  it  has  arise  from  the  fact  that 
it  is  a  head  charge,  and  as  costs  increase,  premiums  increase 
to  pick  up  a  share  of  these  increasing  costs.  But,  because 
of  the  nature  of  OHIP  premiums,  they  are  not  as  progressive 
as  the  income  tax  or  other  such  levies. 

This  lack  of  direct  progressivi ty  (for  there  are 
progressive  features  of  the  system  as  a  result  of  government 
subsidies  and  employer  participation)  has  been  challenged. 
Obviously,  the  simplest  way  to  achieve  the  progressivi ty  of 
the  personal  income  tax  structure  is  to  increase  Ontario's 
personal  income  tax  rate.  Previous  Treasury  submissions  have 
analyzed  the  impact  of  a  13.5  point  increase  in  Ontario  PIT 
to  refinance  OHIP  and  documented  the  considerable  implications 
of  such  an  increase.  Amongst  other  implications,  it  entails 
large  shifts  in  the  burden  of  who  pays  for  OHIP. 


However , 


- 


any  increase  could  not  be  construed  to  be  a  premium  charge 
and  most  certainly  would  not  have  the  visibility  features. 
Increases  in  tax  associated  with  increases  in  income  would 
blur  the  impact  of  rising  costs.  Even  a  surcharge  or  earmarked 
tax  (a  la  Quebec)  would  have  little  or  no  visibility  advantage 
because  the  levy  is  continuous. 

Therefore,  it  remains  to  be  seen  whether  a  charge 
can  be  developed  which  maintains  the  characteristics  of  a 
premium,  while  being  related  more  closely  to  income.  It  is 
important  to  emphasize  that  the  current  system  is  implicitly 
a  five  rate  structure  -  no  premium,  25%,  50%,  75%  premium  and 
full  premium.  Therefore,  pursuing  a  progressive  premium 
contemplates,  in  effect,  expanding  upon  the  concept  inherent 
in  the  current  system. 

It  is  reasonably  simple  to  postulate  such  a  charge. 

As  an  example,  a  ten  rate  premium  structure  which  increases  general¬ 
ly  in  proportion  to  income  over  the  first  $50,000  of  taxable  income 
is  illustrated  in  Table  1.  This  structure  would  yield  about  $975 

million  in  premium  revenue.  Pensioners  are  excluded  from  these 
premiums . 


A  Discrete  "Proportional" 

Premium  Structure 

Table  1 

Taxable 

Taxable  Income 

Premium  @ 

Income 

Range  Median 

2.6%  of  Median 

($) 

($) 

($) 

0-  5,000 

2,500 

65 

5,000-10,000 

7,500 

195 

10,000-15,000 

12,500 

325 

15,000-20,000 

17,500 

■  455 

20,000-25,000 

22,500 

585 

25,000-30,000 

27,500 

715 

30,000-35,000 

32,500 

845 

35,000-40,000 

37,500 

975 

40,000-50,000 

45,000 

1  170 

50,000+ 

50,000 

1,300 

■ 


The  simple  analysis  above  assumes  all  non-pensioner 
taxfilers  pay  the  new  "premium".  However,  a  large  number  of  these 
taxfilers  would  have  no  premium  charges  under  the  current 
system.  Table  2  shows  a  breakdown  of  a  hypothetical  discrete 
proportional  premium  where  those  persons  with  less  than  $3,000 
taxable  income  are  exempt.  Given  fewer  numbers  to  which  the 
premium  would  apply  and  a  target  of  $975  million,  the  rate 
must  increase  over  that  in  Table  1. 


Discrete  Proportional 
Exceptions  for  Taxable 
Than  $3,000 

Premiums  with 
Incomes  Less 

Table  2 

Taxable 

Taxable  Income 

Premium  @ 

Income 

Range  Median 

2.8%  of  Median 

($) 

($) 

($) 

3,000-  5,000 

4,000 

112 

5,000-10,000 

7,500 

210 

10,000-15,000 

12,500 

350 

15,000-20,000 

17,500 

490 

20,000-25,000 

22,500 

630 

25,000-30,000 

27,500 

770 

30,000-35,000 

32,500 

910 

35,000-40,000 

37,500 

1,050 

40,000-50,000 

45,000 

1,260 

50,000+ 

50,000 

1,400 

The  premium  system  could  be  made  more  progressive, 
while  still  yielding  about  $975  million.  Table  3  illustrates 
such  a  structure,  whereby  each  successive  income  range  pays 
a  larger  portion  of  income  towards  premiums. 


. 


An  Example  of  a  Progressive  Premium 

Structure  with  Ten  Rates  Table  3 


Estimated  Current 

Taxable  Income 

Progressive 

Taxable  Income 

Range  Midpoint 

($) 

Premiums 

(?) 

($) 

0-  5,000 

2,500 

18.25 

5,000-10,000 

7,500 

109.50 

10,000-15,000 

12,500 

273.75 

15,000-20,000 

17,500 

511.00 

20,000-25,000 

22,500 

821.25 

25,000-30,000 

27,500 

1,204.50 

30,000-35,000 

32,500 

1,660.75 

35,000-40,000 

37,500 

2,190.00 

40,000-50,000 

45,000 

2,956.50 

50,000+ 

50,000 

3,650.00 

This  table  exhibits  the  following  ratio  of  progressivi ty  amongst 
the  ten  brackets:  1,  2,  3,  4,  5,  6,  7,  8,  9,  10.  It  would  be 
possible  to  have  any  ratio  desired  -  simply  by  increasing  pay- 
ments  at  the  lower  and  decreasing  at  the  upper  end,  or  vice  versa. 

Such  a  system  may  maintain  enough  "discreteness" 
in  the  premium  system  to  have  some  visibility  impact. 

It  then  becomes  a  question  of  whether  this  concept  can  be  put 
into  effect,  and  who  is  affected  by  the  change. 

The  direction  of  shifts  is  basically  answered  by  the 
tables  accompanying  the  proposed  structures.  Lower  income 
people  are  better  off  (assuming  some  protection  is  built  in 
for  those  who  do  not  pay  now)  and  higher  income  people  are 
worse  off.  Where  breakeven  points  occur  are  governed  by  the 
current  level  of  premiums.  The  extent  of  shifts  depend  upon 
whether  or  not  the  individual  is  assisted  by  his  employer, 
and  whether  the  employer  reacts  to  the  changing  OHIP  liability. 

If  the  individual  faces  less  of  a  premium,  the  employer  may 


; 
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reduce  his  contribution  accordingly.  The  individual  is  left 
the  same,  while  the  employer  saves  money.  Or,  he  may  choose 
to  pass  on  part  or  all  the  premium  saving  to  the  employee, 
and  who  is  better  off  depends  upon  how  much  is  passed  on  to 
the  employee.  Similarly,  if  the  employee  faces  an  increased 
premium,  the  employer  may  or  may  not  share  part  of  this  increased 
liability  of  the  employee.  In  two-earner  families,  both  spouses 
would  pay,  which  could  have  different  implications  depending 
upon  the  income  of  the  respective  spouses.  It  is  obvious  that 
there  can  be  a  myriad  of  shifts,  both  between  employees  and 
employers,  and  among  employees  and  among  employers. 

These  implications  aside,  the  system  would  be  quite 
complex  to  administer  and  confusing  to  the  taxpayer.  In  order 
to  prevent  inequities,  the  income  tax  definition  would  be  the 
best  measure  of  the  income  base.  But  the  income  tax  system  runs 
on  an  estimated  current  basis,  with  year-end  reconciliation. 

During  the  year  a  person  earning  income  pays  an  estimated  income 
tax,  and  finalizes  his  liabilities  at  year-end.  Swings  in  income 
during  the  year,  income  from  non-earned  sources,  etc.,  all  can 
change  final  tax  liability  from  that  paid  during  the  year.  By 
hooking  into  the  income  tax  system,  premiums  will  suffer  from 
similar  problems  -  although  the  fact  that  the  premium  is 

discrete  as  opposed  to  continuous  means  income  shifts  may  or  may 
not  alter  the  premium  burden.  So,  there  is  a  definitional  problem 
which  will  require  a  final  determination  of  premium  liability 
af ter-the-f act .  It  is  questionable  whether  it  is  appropriate  to 
determine  liability  after  the  fact,  given  that  OHIP  premiums 
are  prepaid  as  a  condition  of  enrolment  in  the  plan. 
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There  is  also  the  problem  of  how  and  when  to  collect 
the  revenue.  The  current  premium  collection  mechanism  could 
be  used,  but  it  would  be,  in  effect,  redundant  to  the  income 
tax  system,  using  income  tax  definitions  but  collecting  revenue 
separately.  It  is  unlikely  that  the  federal  government  would 
adapt  the  income  tax  structure  to  collect  OHIP  premiums,  but 
this  could  be  explored.  Collecting  the  revenue  concurrently 
requires  co-operation  of  employers  to  remit  on  behalf  of  em¬ 
ployee  groups.  It  will  require  self-employed  persons  to  remit 
quarterly,  based  on  estimated  yearly  income.  If  for  simplicity' 
sake,  premiums  are  collected  once  a  year  based  on,  for  example, 
previous  year's  income,  there  will  be  cash  flow  problems. 

There  will  also  be  problems  with  changing  eligibility  due  to 
marriage  status  or  people  moving  into  the  Province. 

It  can  be  reasonably  concluded  that  there  is  a 
trade-off  between  visibility  and  ease  of  administration  and  com¬ 
pliance.  The  closer  the  levy  is  to  an  increase  in  the  current 
income  tax,  the  more  it  is  disassociated  from  the  concept  of  a 
premium,  but  the  easier  it  is  to  run.  Trying  to  find  a  middle 
ground  is  a  difficult  task,  which  could  lose  the  advantages  of 
a  premium  system  while  introducing  needless  complexity.  Where 
this  happens  cannot  effectively  be  identified. 

These  advantages  and  disadvantages  must  be  carefully 
viewed  in  light  of  the  current  system.  As  mentioned  previously, 
given  the  existing  subsidy  system,  the  current  premium  system  is 
effectively  a  five  rate  system  according  to  income.  With  dif¬ 
ferent  rate  schedules  for  single  and  family  groups,  the  system 
has,  in  fact,  ten  different  rates. 
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1(B) .  A  Three-Tiered  Premium  Structure 


This  section  examines  the  financial  and  administrative 
implications  of  moving  from  the  current  two-tier  (single,  family) 
structure  to  a  three-tier  (single,  two  person,  three  or  more) 
structure.  Two  person  units  would  include  married  couples  with 
no  dependents  and  single  parents  with  one  dependent.  Three 
or  more  person  units  would  be  composed  of  married  couples 
with  at  least  one  child  and  single  parents  with  two  or  more 
children . 


At  the  outset,  it  must  be  noted  that  the  estimates 
presented  here  are  based  on  the  latest  taxfiling  data,  calendar 
year  1976.  The  projections  are  built  on  all  taxfilers  between 
the  ages  of  21  and  64.  Consequently,  included  are  persons  on 
welfare  and  UIC  and  excluded  are  all  independent  youth  who 
would  pay  premiums  on  their  own  behalf.  The  taxfiling  estimates 
are  adjusted  for  welfare  recipients  and  for  those  independent 
youth . 

Because  of  the  wide  variety  of  taxfiling  status  and 
number  of  dependents,  this  data  has  shortcomings.  However, 
it  is  the  best  available  and  should  yield  "ballpark"  estimates 
on  which  comparisons  can  be  made. 

The  premiums  required  to  yield  a  net  $975  million  are 
shown  in  Table  1.  In  gross  terms,  premiums  coupled  with  the 
numbers  of  taxfilers  yields  over  $1.1  billion  but  are  reduced 
those  on  full  or  partial  premium  assistance* 
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Three-Tier  Premium 

Structure 

Table  1 

Estimated 
No .  of 
Units 

Current 

Premiums 

($) 

Three- 

Tier 

Premiums 

($) 

Increase 

($) 

Single  Person 

1,020 

228 

180 

-48 

Two-Person  Family 

Unit 

570 

456 

360 

-96 

Three-More  Person 
Family  Unit 

1,320 

456 

540 

+  84 

Note:  Some  of  the  units  would  not  pay  the  premium  because  the 

$115  million  in  Provincial  subsidies  would  be  continued. 


The  table  clearly  indicates  that  more  of  the  respon¬ 
sibility  to  pay  for  health  care  has  been  shifted  onto  families 
of  size  three  or  more.  Implicitly,  by  moving  to  a  three-tier 
structure,  the  greater  utilization  probabilities  associated  with 
larger  numbers  are  reflected  in  higher  premiums.  This  philosophy 
has  been  used  in  the  past,  specifically  in  the  period  when  OHSIP 
employed  the  three  rate  premium.  (For  reference,  the  ratio  of 
premiums  under  OHSIP  was  1:2:2%  for  singles,  couples  and  families, 
respectively . ) 


Implications 


.  Corporations,  as  a  group,  may  or 
incur  increased  cost.  The  final 
depends  upon  the  distribution  of 
couples  and  families,  and  on  how 
any  increase  in  employee  premiums 
porations  are  liable  to  pay  vis  a 
contracts . 


may  not 
impact 
singles 
much  of 
cor- 
vis 


t 


Some  people  enjoy  premium  reductions  while 


others  face  premium  increases. 


Administration  by  employers  and  Government  is  made 


more  complex  in  the  start-up  of  the  new  structure 
but  is  not  insurmountable  over  the  longer  run. 


The  effect  on  corporate  and  personal  income  tax 
revenues  hinges  on  the  status  of  employees  now 
receiving  coverage  and  on  the  change  in  responsibil¬ 
ity,  if  any,  of  corporations  and  other  employers  with 
respect  to  OHIP  premiums  on  behalf  of  employees. 
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Replacing  Premiums  with  a  Payroll  Tax  on  Employers 


Replacing  Premiums  with  a  Payroll  Tax  on  Employers 


This  section  examines  the  administrative  and 
financial  implications  of  replacing  the  current  premium 
structure  with  a  1.86  per  cent  employer-paid  payroll  tax 
on  gross  employee  labour  income.  Self-employed  individuals 
are  assumed  to  act  as  the  employer  and  pay  a  1.86  per  cent 
payroll  tax  on  net  self-employed  earnings.  All  other  forms 
of  income  are  considered  exempt  for  payroll  tax  purposes. 

It  is  further  assumed  that  employer-paid  taxable 
OHIP  benefits  under  the  current  system  are  not  passed  on  to 
employees  in  any  form.  The  payroll  tax  simply  replaces 
current  employer  assistance.  Current  employer  assistance 
is  considered  a  taxable  benefit  under  the  Personal  Income 
Tax  Act.  However,  under  the  personal  income  tax  system, 
employer  payroll  tax  contributions  are  not  considered  taxable 
benefits.  This  section  therefore  assumes  that  this  treatment 
will  be  afforded  the  payroll  tax.  However,  it  is  worth  noting 
that  the  federal  government  would  lose  substantial  personal 
income  tax  revenue  and  may  react  to  prevent  this  loss. 


Payroll  Tax  Revenues 

Estimated  payroll  tax  revenue  for  fiscal  year 
1978-79  has  been  estimated  from  actual  1976  taxfiler  data. 

Gross  employee  earnings  have  been  estimated  at  $49B 

and  net  self-employed  earnings  at  $3.5B.  This  yields  52.5  bill 

as  the  base  and  to  raise  $975  million  gross,  a  payroll  tax 


' 


rate  of  1.86  per  cent  is  required.  As  Table  1  shows, 
a  1.86  per  cent  payroll  tax  will  produce  $976M  in  payroll 
tax  revenues. 


Payroll  Tax  Revenue  (1978-79) 


Table  1 


Gross  Employee  Earnings  $49  billion 

Employer-Paid  Payroll  Tax  Revenue  (1.86%) 

Net  Self-Employed  Earnings  3.5  billion 

Self-Employed  Payroll  Tax  (1.86%) 


$911  million 


$  65  million 


Total  Payroll  Tax  Revenues 


$976  million 


Financial  Implications 

1.  Net  Government  Tax  Position 


Table  2  presents  the  personal  and  corporate  income 
tax  cash  flow  relationships  of  the  government  sector. 

Section  1  presents  the  cash  flow  relationships  existing 
under  the  current  system.  Section  2  presents  the  cash  flow 
relationships  that  would  exist  if  OHIP  benefits  were  financed 
on  an  employer-paid  payroll  tax  basis.  Section  3  presents 
the  net  impact  of  replacing  the  current  premium  system  with 
a  1.86  per  cent  employer-paid  payroll  tax. 

Under  the  current  premium  structure,  employer-paid 
OHIP  premiums  are  tax  deductible  for  corporate  tax  purposes, 
but  taxable  employee  benefits  under  the  Personal  Income  Tax 
Consequently,  personal  income  tax  payable  increases  by 
$ 20 2M  but  the  deductibility  of  employer-paid  premium  reduces 


. 


corporate  income  tax  payable  by  $250M.  In  all,  government 
income  tax  revenue  declines  by  $48M  ($4M  provincial,  and 
$44M  federal) . 


Government  Personal  Income  Tax 
and  Corporate  Income  Tax  Flows 

Table  2 

Personal 

Corporate 

Net 

Income 

Income 

Income 

Tax 

Tax 

Tax 

Position 

Position 

Position 

1.  Current  Premium  Structure 

Provincial  Government 

64 

-68 

-4 

Federal  Government 

138 

-182 

-44 

Net  Government 

202 

-250 

-48 

2.  Employer-Paid  Payroll  Tax 

Provincial  Government 

0 

-92 

-92 

Federal  Government 

0 

-245 

-245 

Net  Government 

0 

-337 

-337 

3.  Difference  Between  Structures 

Provincial  Government  -64 

-24 

-88 

Federal  Government 

-138 

-63 

-201 

Net  Government 

-202 

-87 

-289 

Notes:  All  figures  in  millions 

of  dollars 

• 

Section  2  of  Table  2  shows  that  if  an  employer-paid 
payroll  tax  system  were  used  to  recover  the  $975M  OHIP  revenue 
requirement,  net  government  income  tax  revenue  would  decline 
by  $ 3 3 7M  ($92M  provincial  and  $245M  federal) .  This  loss  is 
confined  to  corporate  income  tax  revenue  and  is  a  result  of 
increased  employer  participation.  No  offsetting  gain  in  personal 
income  tax  revenue  would  be  experienced. 


y 

It  must  be  remembered  that  sections  1  and  2  of 


Table  2  analyse  the  cash  flow  relationships  of  each  option 
independently.  However,  section  3  clearly  indicates  that 
an  employer-paid  payroll  tax  system  would  be  much  more  ex¬ 
pensive  to  the  government  sector  in  terms  of  income  tax 
foregone.  If  the  current  premium  system  were  replaced  by  a 
1.86  per  cent  employer-paid  payroll  tax,  an  additional  $ 289M 
in  personal  and  corporate  income  tax  would  be  foregone.  The 
Province  would  lose  $64M  in  personal  income  tax  and  $24M  in 
corporate  income  tax.  The  federal  government  would  lose  $138M 
in  personal  income  tax  and  $63M  in  corporate  income  tax.  This 
means  that  implicitly  the  Province  would  not  receive  $975 

million,  but  in  fact  would  only  see  a  net  of  $887  million.  The 
revenue  shortfall  would  have  to  be  made  up  elsewhere. 

2.  Net  Employer  Cost 

Net  employer  cost  under  the  two  financing  options 
is  presented  in  Table  3.  Under  the  current  premium  system, 
employers  contribute  $675M  in  OHIP  premiums  on  behalf  of 
their  employees  with  an  average  subsidization  level  of  85  per 
cent.  However,  the  corporate  tax  deductibility  of  employer- 
paid  premiums  saves  corporations  $250M  in  corporate  tax  payable. 
The  resulting  net  burden  to  employers  is  $425M. 

If  a  1.86  per  cent  employer-paid  payroll  tax 
replaced  the  current  premium  system,  corporations  would  be 
required  to  contribute  $911M,  an  increase  of  $236M.  Again, 
net  employer  cost  would  be  reduced  by  the  amount  of  corporate 
tax  saving  produced  by  the  corporate  tax  deductibility  of 
employer  contributions.  This  amounts  to  $337M,  an  increase 
of  $ 8 7M  in  corporate  income  tax  reductions.  In  total  net 
employer  cost  is  $574M,  an  increase  of  $149M  over  the  current 

premium  system. 
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Net  Employer  Position 


Table  3 


Current 

Premium 

Structure 

Employer-Paid 
Payroll  Tax 
(1.86%) 

Net 

Employer 

Cost 

Employer  Participation 

675 

911 

+  236 

CIT  Saving 

-250 

337 

-  87 

Net  Employer  Cost 

425 

574 

+  149 

Note:  All  figures  in  millions  of  dollars. 


increased  employer  cost  is  a  product  of  three  factors. 
First,  those  employers  who  currently  subsidize  their  employee's 
premiums  do  so  at  an  average  rate  of  less  than  100  per  cent.  However, 
under  an  employer-paid  payroll  tax  system,  employers  would  be 
required  to  cover  the  entire  cost  of  employee  OHIP  coverage. 
Consequently,  those  subscribers  who  had  previously  received 
less  than  100  per  cent  assistance  (including  those  individuals 
who  received  no  employer  assistance  at  all)  would  now  transfer 
their  premium  responsibility  to  the  employer.  Second,  employers 
would  be  required  to  contribute  for  all  employees,  even  if  that 
employee  was  covered  by  the  spouse  under  the  current  system. 

Third,  provincial  premium  assistance  for  low  income  individuals 
would  not  exist  under  an  employer-paid  payroll  tax  system. 

An  employer-paid  payroll  tax  system  would  then  effectively 
shift  the  burden  of  provincial  premium  assistance  to  em¬ 
ployers  because  employers  would  be  forced  to  contribute 
for  those  indivudals  who  had  previously  received  premium 


assistance . 


Apart  from  the  transfers  mentioned  above,  there 
will  also  be  a  transfer  among  employers.  Employers  with 
a  large  wage  and  salary  base  will  be  required  to  pay  con¬ 
siderably  more  than  employers  with  a  small  wage  and  salary 
base.  Three  different  externalities  may  be  produced  as  a 
result.  First,  if  the  size  of  the  firm's  wage  and  salary 
base  reflects  a  high  degree  of  economic  productivity,  rather 
than  the  size  of  its  labour  force  component,  a  transfer  of 
this  nature  imposes  a  substantial  marginal  tax  on  the  firm's 
productivity  and  subsidizes  the  inefficiency  of  less  productive 
employers.  Second,  the  transfer  may  discourage  firms  from 
employing  additional  units  of  labour  and  may,  in  fact,  en¬ 
courage  some  firms,  especially  labour  intensive  firms,  to 
reduce  their  current  labour  component.  Third,  a  substantial 
marginal  tax  of  this  nature  may  discourage  new  investment  in 
the  Province.  Considering  Canada's  current  economic  position, 
this  type  of  transfer  could  considerably  impair  economic  growth. 
Even  though  net  employer  cost  will  be  reduced  by  the  amount  of 
corporate  tax  savings,  an  additional  cost  to  corporations 
of  $149M  is  a  proposition  which  may  or  may  not  be  affordable. 

3.  Net  Cost  to  Individuals 

The  net  cost  position  for  individuals  with  respect 
to  the  two  financing  options  is  presented  in  Table  4.  Under 
the  current  premium  system,  subscribers  incur  a  net  cost  of 
$502M.  Net  employee  cost  can  be  broken  down  as  follows.  Em¬ 
ployees  in  groups  receiving  partial  or  no  employer  assistance  are 
required  to  pay  the  remaining  $120M  in  premiums.  In  addition, 


all 


employees  receiving  employer  assistance  are  required  to  pay 
$2G2M  in  personal  income  tax  because  employer  assistance  is 
considered  to  be  a  taxable  benefit  for  personal  income  tax  pur¬ 
poses.  Individuals  receiving  partial  premium  assistance  from 
the  Province  pay  $15M  and  pay-direct  subscribers  contribute 
$ 165M . 


Under  an  employer-paid  payroll  tax  system,  all  in¬ 
dividuals  will  be  better-off  except  some  self-employed  persons. 
Employees  receiving  some  portion  of  employer  assistance  would 
not  be  required  to  contribute  at  all.  Not  only  does  the  em¬ 
ployer  pick  up  the  entire  cost  of  OHIP  coverage,  employer-paid 
payroll  tax  is  not  considered  a  taxable  benefit  for  personal 
income  tax  purposes  and  individuals  save  $202M  in  personal  income 
tax  payments  that  would  be  payable  under  the  current  system. 
Furthermore,  those  individuals  currently  receiving  provincial 
premium  assistance  at  partial  rates  would  incur  no  cost  at  all. 

The  net  impact  on-pay  direct  subscribers  is  much  more 
difficult  to  quantify.  Pay-direct  subscribers  currently  pay 
$ 165M  in  premiums,  but  would  only  be  required  to  pay  $68M  under 
a  payroll  tax  system. 


Net  Impact  on  Individuals 


Table  4 


1.  Employees 

a)  Premiums 

b)  Personal  Income  Tax 

2.  Partial  Assistance 

3.  Pay-Direct 
Net  Cost  Position 


Current 

Premium 

System 

Employer-Paid 
Payroll  Tax 
(1.86%) 

Net 

Cost 

Position 

120 

0 

-120 

202 

0 

-202 

15 

0 

-  15 

165 

68_ 

-  97 

502 

68 

-434 

Notes:  All  figures  in  millions  of  dollars. 
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This  implies  pay  direct  subscribers  would  save  $97M 
in  total  if  an  employer-paid  payroll  tax  system  were  introduced. 

This  figure  is  not  an  accurate  representation  of  the  true  impact 
because  some  pay  direct  subscribers  are  self-employed  and  others 
are  not.  Those  pay  direct  subscribers  who  are  employees  not  in  groups 
ke  better-off  by  the  amount  of  the  premium  they  no  longer 
have  to  pay.  However,  self-employed  individuals  may  or  may 
not  be  better-off  individually  because  the  payroll  tax  is 
unceilinged . 


Net  Impact  on  Self-Employed  Individuals 


Table  5 


1.  Single  Coverage 


2.  Family  Coverage 


Net  Self- 

Current 

Self-Employed 

Net 

Employed 

Premium 

Payroll  Tax 

Cost 

Earnings 

Payable 

(1.86%) 

Increase 

($) 

($) 

($) 

($) 

5,000 

228 

93 

-135 

7,500 

228 

140 

-  88 

10,000 

228 

186 

-  42 

12,258 

228 

228 

0 

15,000 

228 

279 

+  51 

25,000 

228 

465 

+  237 

50,000 

228 

930 

+  702 

100,000 

228 

1,860 

+1,632 

5,000 

456 

93 

-363 

10,000 

456 

186 

-270 

15,000 

456 

279 

-177 

20,000 

456 

372 

-  84 

24,516 

456 

456 

0 

30,000 

456 

558 

+  102 

50,000 

456 

930 

+  474 

100,000 

456 

1,860 

+1,404 

This  relationship  is  presented  in  Table  5.  Single 
self-employed  individuals  will  pay  less  under  a  1.86  per  cent 
payroll  tax  system  if  their  net  earnings  do  not  exceed  $12,258 


• 
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and  $24,516  for  family  subscribers.  The  two  figures  are  the 
respective  breakeven  points  where  the  self-employed  payroll 
tax  equals  the  current  OHIP  premium.  Any  self-employed  sub¬ 
scriber  with  net  earnings  in  excess  of  $12,258  for  singles  and 
$24,516  for  family  coverage  would  pay  more  under  a  1.86  per 
cent  payroll  tax. 

The  introduction  of  an  employer-paid  payroll  tax 
system  must  be  considered  major  tax  reform.  The  current  OHIP 
collection  process  is  not  felt  to  be  capable  of  handling  an 
employer-paid  payroll  tax  system.  To  do  so,  the  current  system 
would  require  gross  labour  earnings  information  for  both  employed 
workers  and  self-employed  persons.  Since  this  information  is  not 
available  to  the  OHIP  collection  process,  it  would  be  best  if 
collections  became  the  responsibility  of  the  Ministry  of  Revenue 
in  order  to  provide  a  more  efficient  manner  of  policing.  Further 
details  on  administrative  implications  should  be  sought  from 
that  Ministry. 


.  Replacing  OHIP  subsidies  with  a  Tax  Credit. 


.Replying  OHIP  Subsidies  with  a  Tax  Credit 


Under  this  financing  option,  the  current  subsidy 
system  would  be  replaced  by  a  tax  credit  system  which  both 
extends  subsidy  ranges  and  improves  upon  the  progressivi ty 
of  the  current  system. 


The  current  premium  payment  mechanism  would  be 
employed,  except  that  all  premiums  would  be  paid  concurrently. 

In  other  words,  persons  would  not  be  able  to  apply  for  exemption 
from  a  year's  premiums  on  the  basis  of  estimated  income. 

Rather,  the  premium  would  be  payable  as  it  became  due  and  the 
payee  would  then  determine  any  credit  entitlement  upon  filing 
income  tax  at  year  end.  Only  welfare  recipients  would  continue 
to  apply  ahead  for  a  year's  exemption. 

The  credit  would  provide  a  reduction  in  Ontario 
income  tax  payable  based  upon  taxable  income  and  the  amount 
of  the  OHIP  premium  paid  out  of  pocket.  Persons  who  have 
their  OHIP  fully  paid  as  a  fringe  benefit  are,  therefore, 
ineligible  to  claim.  Partially  employer-assisted  persons 
and  those  who  pay  direct  would  be  eligible.  Pensioners  may 
or  may  not  be  included  -  for  purposes  of  this  analysis,  they 
are  excluded. 


The  following  analysis  looks  at  the  impact  of  an 
example  credit.  This  credit  offsets  OHIP  payable  out-of-pocket 
at  a  rate  of  6.5%  of  designated  taxable  income.  The  offset 
rate  of  6.5%  is  chosen  as  this  rate  would  reduce  the  credit 
for  a  married  individual  equal  to  zero  at  about  $10,000 
taxable  income.  To  protect  those  low  income  persons  currently 
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completely  exempt 
taxable  income  is 
$3,000.  The  form 


by  virtue  of  the  subsidy  system 
determined  to  be  actual  taxable 
of  the  credit,  therefore,  would 


designated 
income  less 
be : 


OHIP  credit=(°HIP  Prem;i-Um  paid  directly)* 


(by  subscriber 


) 


065  ( taxable  income-$3 , 000 ) 


^maximum  of  $228  single  and  $456  family 


The  advantage  of  such  a  credit  would  be  that  it  would 
remove  the  notches  inherent  in  the  current  subsidy  system  and 
would  provide  for  a  progressively  increasing  burden  of  premiums 
over  the  income  range  within  which  it  operates.  Because  it 
covers  a  wider  range  of  income  than  the  current  subsidy  system, 
it  improves  the  progressivi ty  of  the  OHIP  premium  structure. 

The  price  paid  for  this  improvement  is  that  the  credit  would 

cost  considerably  more  compared  to  the  current  subsidy  arrangements, 

and  premium  cost  relief  would  be  delivered  after  the  fact. 


Impact  of  the  Tax  Credit 

The  following  table  illustrates  the  impact  of  the 
tax  credit  on  persons  paying  all  of  the  premium  directly  and 
persons  paying  only  half  of  the  premium  directly. 
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Impact  of  Tax  Credit  on 
OHIP  Premium  Burdens 


Table  1 


Taxable 

Income 

Full  Liability 

Premium  Credit  Net  Burden 

Half  Liability 
Premium  Credit  Net  Bu 

(*) 

Single  Person 

3,000 

228 

228 

0 

114 

114 

0 

4,000 

228 

163 

65 

114 

49 

65 

5,000 

228 

98 

130 

114 

0 

114 

6,000 

228 

33 

195 

114 

0 

114 

7,000 

228 

0 

228 

114 

0 

114 

8,000 

228 

0 

228 

114 

0 

114 

10,000 

228 

0 

228 

114 

0 

114 

Family 

3,000 

456 

456 

0 

228 

228 

0 

4,000 

456 

391 

65 

228 

163 

65 

5,000 

456 

326 

130 

228 

98 

130 

6,000 

456 

261 

195 

228 

33 

195 

7,000 

456 

196 

260 

228 

0 

228 

8,000 

456 

131 

325 

228 

0 

228 

9,000 

456 

66 

390 

228 

0 

228 

10,000 

456 

1 

455 

228 

0 

228 

> 
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Because  of  the  design  of  the  credit,  all  people  cur¬ 
rently  eligible  for  a  premium  subsidy  experience  either  no  chang 
in  burden  or  are  better  off.  The  $3,000  taxable  income  floor 
insures  that  persons  currently  on  full  assistance  continue  to 
have  a  zero  net  burden.  Single  persons  who  are  eligible  for 
75%  assistance  would  pay  zero  as  well.  As  Table  2  shows,  the 
improvement  in  burdens  continues  beyond  $3,000. 


Subsidies  vs  the 

Credit 

Table  2 

Taxable  Income 

Current  Burden 

Proposed  Burdei 

($) 

($) 

($) 

Single  Persons 

0-2,500 

0 

0 

2,500-3,000 

57 

0 

3,000-3,500 

114 

0-32.5 

3,500-4,000 

171 

32.5-65 

4,000-5,000 

228 

65-130 

5,000-6,500 

228 

130-228 

6,500+ 

228 

228 

Families 

0-  3,000 

0 

0 

3,000-  4,000 

114 

0-65 

4,000-  4,500 

228 

65-97.5 

4,500-  5,000 

342 

97.5-130 

5,000-  6,000 

456 

130-195 

6,000-  8,000 

456 

195-325 

8,000-10,000 

456 

325-456 

10,000+ 

456 

456 

Families  with  both  spouses  working  will  be  better 
off  because  the  credit  will  be  based  on  the  taxable  income 
of  only  one  spouse,  whichever  one  is  higher.  This  is,  in 
fact,  a  reduction  in  progressivi ty  relative  to  the  current 
subsidy  system,  but  it  is  something  which  must  be  accepted 
as  part  of  running  an  effective  income  tax  system. 
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Considerations 


The  cost  increase  of  this  scheme  is  extremely  dif¬ 
ficult  to  pinpoint  with  any  degree  of  reliability.  It  is 
expected  to  add  an  incremental  cost  of  about  $60-$70million , 
that  is,  it  would  cost  that  amount  to  deliver  this  new  relief 
to  single  persons  with  more  than  $2,500  taxable  income  and 
families  with  more  than  $3,000  taxable  income.  How  much  it  would 
cost  for  all  recipients  over  the  current  arrnagements  is  another 
question.  Total  cost  figures  are  not  very  reliable  given  the 
difficulty  in  determining  just  who  is  eligible  for  a  subsidy. 

Such  determination  is  extremely  difficult  when  working  with 
income  tax  data  which  must  be  extrapolated  and  then  massaged 
to  account  for  the  nature  of  the  subsidy  system.  A  ballpark 
guess  would  put  the  cost  increase  in  the  range  of  $60-$150 
million.  Perhaps  more  detailed  manipulation-of  the  above 
data  will  afford  a  more  reliable  estimate.  But  at  this  time, 
the  estimated  cost  to  Government  must  be  treated  with  caution. 

It  should  be  emphasized  that  this  is  only  one  form 
of  the  credit,  and  only  one  example  of  this  form.  Increasing 
the  taxable  income  exemption  and/or  lowering  the  offset  rate 
will  increase  the  amount  of  relief  provided.  Opposite  movements 
will  reduce  relief.  The  credit  could  also  be  incorporated  into 
the  current  Ontario  Tax  Credit  system.  However,  this  was  rejected 
because  the  low  offset  rate  would  cost  too  much.  Increasing 
the  2%  OTC  offset  rate  would  reduce  the  costs  of  the  OHIP  credit, 
but  this  would  also  reduce  the  property  tax  and  sales  tax  credits 
of  persons  not  eligible  for  an  OHIP  credit.  Costs  could  also 
be  reduced  by  including  only  a  portion  of  OHIP  paid  in  the 
credit.  But  this  would  produce  a  substantial  number  of  worse- 
offs  compared  to  the  current  subsidy.  Such  changes  would 
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represent  a  major  overhaul  of  the  Ontario  Tax  Credit  System, 
which  is  not  felt  to  be  warranted. 

The  example  discussed  here  also  does  not  include 
pensioners.  They  could  be  integrated  into  the  system  for  a 
revenue  gain  to  the  Province  of  about  $25  million. 

As  well  as  the  cost  problems,  consideration  must 
be  given  to  the  one  major  administrative  problem  which  arises 
from  the  credit  system.  Since  the  credit  is  based  upon  out- 
of-pocket  expense,  there  will  be  a  need  to  police  the  accuracy 
of  the  credit  claim.  If  the  approach  followed  with  regard 
to  the  property  tax  credit  is  pursued,  the  claim  checked  by  way 
of  audit  and  receipts  will  be  required  for  verification.  In 
the  case  of  group  employees  with  partial  employer  participation, 
the  employer  would  have  to  provide  the  employee  with  verification, 
while  for  those  persons  dealing  directly  with  OHIP,  the  latter 
would  have  to  provide  receipts.  This  receipt  procedure  would 
be  complex  as  it  relates  to  persons  in  the  labour  force  for 
part  of  a  year,  changing  jobs,  etc.  but  these  are  not 
insurmountable  problems. 

One  other  administrative  concern  relates  to  the  tax 
form.  Any  credit  would  have  to  be  negotiated  with  Ottawa  re¬ 
garding  administration.  It  is  clear  that  the  credit  must  be 
somewhat  complex  in  structure  to  best  achieve  its  goals.  Con¬ 
sequently,  it  would  require  an  additional  page  on  the  federal 
income  tax  form  to  document  the  credit.  This  would  be  an 
important  concern  to  the  federal  government  and  would  definitely 
complicate  negotiations  with  Ottawa. 
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A  final  concern  must  be  the  relative  treatment  of 
persons  with  the  same  income  in  different  circumstances. 

By  excluding  persons  on  full  employer  assistance,  it  creates 
a  different  net  burden  for  these  persons  relative  to  someone 
who  pays  his  own  premiums  directly.  Whether  this  is  an  issue 
depends  upon  if  the  employer  subsidized  portion  is  viewed  as 
wages  and  salaries  foregone.  If  it  is,  then  excluding  persons 
with  full  employer  assistance  is  not  a  fair  approach.  The 
resolution  of  this  question  is  not  easy  -  reflecting  the  nature 
of  the  bargaining  approach  and  the  large  number  of  non-unionized 
employees.  The  fact  that  such  employers  are  currently  eligible 
for  the  Provincial  subsidies  backs  up  the  concern.  The  apparent 
low  take-up  of  the  current  subsidies  may  make  it  a  non-issue. 
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